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Revenues from sin taxes, in % of GDP

round and context

Excise tax as share of retail prices, 2012
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| relatively high due to the lower prices...

Cigarette consumption vs per capita income, 2009
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Source: Eriksen, Mackay, and Ross 2012.

Alcohol consumption vs per capita income, 2012
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andmark tax reform...

¢ Increased taxes on cigarettes, beer and spirits

* Lower floor prices

 Simplified overall tax structure
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» Impact on tobacco industry

A\

Impact on alcohol industries

A\

> Would the reform encourage smuggling and illicit trade?
» Would rates of smoking (and excessive drinking) actually fall?

» Would small tobacco farmers be adversely impacted?

An Evidenced Base Approach of Close Engagement with
Congress and CSOs Facilitated Passage

ut not an easy passage... 7

[s the tax regressive? Would the poor (who smoke most) suffer
disproportionately from the tax increases?

Enhanced historical earmark for tobacco farmers

» Around 15% of tobacco excises for farmer
livelihoods in tobacco-growing regions.

Of the remainder:
> Eighty percent (80%) for:

e National Health Insurance Program - free
insurance for 14.7 mn families

e Attainment of the Millennium Development
Goals (MDGs)

e Health awareness programs
> Twenty percent (20%):
e Medical assistance (MAP)
¢ Health Facilities Enhancement Program (HFEP)

oft” earmarking foruniv
and the poor helped push through the reform

verage

“Soft” earmarking was used to:

» Position the reform, and
associated tax increases, as in the
interests of the health of the poor

» Mitigating the risk of adverse
poverty and social impacts




Ex-ante: Just-in-time notes by
development partners and authorities

1. Revenue projections and post-reform
scenarios
2. Earmarking revenues for health

3. Poverty and equity impacts of excise
tax

4. Tobacco farmer impacts
. Industry impacts

U1

6. Philippines beer, spirits, and wine
excise reform

7. Cigarette smuggling risks

and Social Impact Analysis

Ex-post: sin tax monitoring framework
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Tax implementation Expenditure earmarking

and impacts implementation and impacts
il pri; 1.  Disbursements to tobacco-producin
1. Retail prices of tobacco v ermment Lt l{GU] g

and alcohol products

. Positive: budgets increase for 2015,
Positive: end of the one-peso cigarette g

but not yet disbursed

2. Domestic sales/removals 2. LGU project selection, appraisal, and
Mixed: declines. but some increase maonitoring
in cheap cigarette sales Unclear
3. Excise tax collections 3. LGU reports on utilization and impact
Positive: significant increase in revenues evaluation
Unclear
4. Revenue gaps (licit) 4. Health budget, releases, and accountability
M | front- fing Positive as overall budget has increased, but
r of tax increase some reporting gaps

5. Overall utilizatjon (f:f ﬂ'|.e

5.Tax avoidance mechanisms (illicit) amounts earmarked for health

Uncertain, but some contral actions

implemented by Government Mixed: apparent limitations in

absorptive capacity

6. Consumption and prevalence 6. ional Health I P

2 » g
behavior (smoking and drinking) sponsored coverage of poor/near-poor
Positive/uncertain: decline in smoking; Positive, but need to validate whether poor know

no data on excessive drinking their entittements and inform those who don't
7.Impact on tobacco farmers 7. Improved access to and use of health services
(as evidenced by domestic tobacco Uncertain: increase in availability of PhilHealth-
leaf prices and demand) accredited health facilities, but data to measure

Positive: no evidence of major adverse impacts changes in utilization not yet available

Impact of Sin Tax Reform




ecline in adults smoking
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and Health Tobacco Stations Stations and Health Stations Stations
Survey Survey Survey Survey Survey Survey Survey
SWS surveys:

Even sharper reduction in smoking among the youth (18-24 years): 35% to 22%, between 2012 and 2015

Even sharper decline in smoking among the poorest (38% to 27%) than among the middle class (constant at 26%)

Price Impact of reforms

The reform eliminated the one-peso cigarette

Distribution of cigarette prices
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evenue Impact of Reforms and Administration ...

Revenues doubled as share of GDP

—Alcohol (in % of GDP, LHS)

—Tobacco (in % of GDP, LHS)

——Alcohol and Tobacco (in PhP billions, RHS)
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The rollout of cigarette tax stamps protected revenues

Weekly presence of the tax stamp on cigarette packages

% of observations with tax stamp
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Note: Boxes represent the standard deviation of the binomial distribution
Source: Premise
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And utilization...

2013 2014
Adjusted Adjusted
Obligation  allotment  Utilization  Obligation  allotment  Utilization

DOH programs (®, billions) (B, billions) (%) (®, billions) (B, billions) (%)
National Health Insurance Program 12.55 12.63 99 35.34 35.34 100
Attainment of MDGs and health 5.21 6.12 85 6.63 8.54 78

awareness programs
Health Facilities Enhancement 2.81 6.52 43 372 6.48 57

Program
Medical Assistance Program n.a. na. n.a. 0.69 0.85 81
Total DOH appropriations 45.82 51.44 89 7219 80.97 89
Sources: Department of Health; Department of Budget and Management.
Note: DOH = Department of Health; MDGs = Millennium Development Goals; STL = Sin Tax Law; n.a. = not applicable.
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but they still get less than their share

Number of PhilHealth claims Membership vs claims share
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Conclusions

* The STL has continued to yield increasing revenues, particularly from cigarettes.

* Floor prices for cigarettes continue to rise with the progressive increases toward a unitary excise rate
for cigarettes in 2017

* The health impact of the STL—both direct and indirect effects—is positive, though it may be too early
to assess the full impact

¢ The 2015 DOH/SWS survey shows the prevalence of smoking fell from 29 percent in 2012 to 25 percent
in 2015, while the percentage of those who had never smoked increased from 50 percent to 59 percent
over the same period. A similar trend was observed in the NNHS data, which show that the prevalence
of smoking fell from 31 percent in 2008 to 25 percent in 2013.

* Revenues generated from the new excise taxes allowed the national government to increase the
number of families provided with free health insurance from 5.2 million families to 14.7 million
families, as well as subsidize 5.9 million senior citizens, bringing the country close to achieving
universal coverage of health insurance.

* Cigarette prices are still low and Sin Tax reform could be extended in 2017-18




